TEXASALCOHOLIC BEVERAGE COMMISSON
COMMISSON MEETING
FRIDAY, MAY 25, 2001

The Texas Alcoholic Beverage Commission met on this date in Room 185 at 5806 M esa Drive,
Austin, Travis County, Texas. M embers present: Allan Shivers, Jr., Chairman; John T. Steen,
Jr., M ember and Gail M adden, M ember. Staff present: Randy Yarbrough, Assistant
Administrator; Lou Bright, General Counsdl; Jeannene Fox, Director of License & Compliance;
GregHamilton, Chief of Enforcement and Denise Hudson, Director of Resource M anagement.
Present to receive certificates of service: Judy Kocian, Headquarters Compliance; Art M unsell,
Corpus Christi Enforcement; M ike Parmley, Nacogdoches Enforcement and Dougas Postert,
Uvade Enforcement. Visitors included: Fred M arosko, T exas Package Stores Association;
Robert Sparks, Licensed Beverage Distributors, Inc.; Rick Donley, Beer Alliance of Texas and
Penny M cLeskey, Lehman M cLeskey.

The agendafollows:
1:30 p.m. - Cdl to order.

1 Recognition of agency employees with 20 or moreyears of service.
2. Approva of minutes of April 9, 2001 and April 23, 2001 meetings; discussion, comment,

possiblevote.
3. Administrator's report:
a discussion of staff reports;
b. recognitions of achievement; and
C. discussion of management controls.
4. Fiscd stewardship of agency; discussion, comment, possible vote.
5. Public comment.
Announcement of executive session:
6. The commission will meet in executive session under the authority of 851.074 of the

Government Code to discuss hiring an administrator, consider applications and interview
gpplicants for the administrator’ s position.

Continue open meeting

7. Takeaction, includingavoteif appropriate, on topics listed for discussion under
executive session.

8. Adjourn.

Themeetingwas cdled to order a 1:33 p.m. by Chairman Shivers.

MR. SHIVERS | will cdl this meeting of the Texas Alcoholic Beverage Commission to
order. It is Friday, May 25" a onethirty-threein the afternoon.

First, as usua, we want to recognize employ ees who have been with this
agency for 20 years or more.
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First is Judy Kocian, who is aproject coordinator in our compliance

division. Shejoined the agency on M ay 18, 1981 as a secretary .
Throughout her career with the TABC, Judy has continualy been
recognized as a hard-working individua. We congratulate her on 20 years
of dedicated serviceto the TABC and the citizens of Texas. Will you
come up, please? Congratulations.

Thank you.

Next is Art Munsdl, an Agent 1V in the Corpus Christi office. Hejoined
theagency on M ay 4, 1981. During his career with the agency, Agent

M unsdl has worked in San Angdlo, Brownwood, Laredo and Houston.
Heis acertified intoxily zer operator, firearms instructor and standardized
field sobriety testinginstructor. Art, congratulations. Wethank you for dl
you’'vedonefor thestate. Will you come up, please?

He aso brought his family, and his supervisors are here.
Will they dl please come up? It’s wonderful to have al of you here.
Thank you.

Mike Parmley joined the TABC on M ay 4, 1981 as an agent in our
Houston district office. Agent Parmley was promoted to Agent Il in
September 1985. In June 1995, he was transferred to the Nacogdoches
outpost where he continues to work today as an Agent V. We congratulate
Agent Parmley on his 20 years of serviceto the TABC and the citizens of
Texas. Will you come up, please?

We dso have his supervisor here - Lieutenant Traywick.

Comeon up, Bill. Mike, congratulations.
Thank you, sir.

Doudas Postert, an agent in the Uvalde outpost, joined the agency on M ay
4,1981. During his career withthe TABC, Agent Postert has worked in a
variety of locations, including Odessa, Hondo and San Antonio. Agent
Postert is highly admired and respected by his peers and his supervisors.
Congratulations. Will you come up, please?

And hiswifeis here,



M R. POSTERT: My fiancee.
MR. SHIVERS Greg, you pushed him alittle hard there. Congratulations.
MR. POSTERT: Thank you.

MR. HIVERS Congatulationsto al of you. Wewant you to know how much we
agppreciate what you do for the agency and the hard work you’ ve done.

The minutes of last month’s meetings have been mailed to the
commission. Arethere any changes to be made? The minutes of April 9"
and April 234,

MS MADDEN: No.

MR. SHIVERS Do | have amotion to approve the minutes of those two meetings?

MS MADDEN: | so move.

MR. SHIVERS Second. Allinfavor, say aye.
MS MADDEN: Aye.

MR. SHIVERS Aye. Opposed?

Randy, will you gve us the administrator’s report, please?

MR. YARBROUGH: Mr. Chairman and M embers, we have severd things. |'ve added acouple
of things to your book that arejust inside the front cover. One, you will
find, isacopy of theinterna audit of the accounting sy stem. Accounting
Internal Controlsisthefina draft report. That was just emailed to me
shortly beforelunch. We havetaked to our interna auditor. He's met
with our accounting staff and we re generdly in agreement with
everythingin that report. He's making some suggested changes. He's
very complimentary of our accounting people and we have tentatively
scheduled to have him gppear next month a our commission meeting to
go over that report with you and to answer any questions you may have. |
told him that we would gveyou acopy of thereport so you could be
looking over it and seeif there' s anythingthat may arisethat may lead to
guestions.

They aredready well into their next project. Wefind that that has been a
very wise choicein thefirm that we' ve contracted with. They areworking



very well with our staff, and we appreciate the recommendations that they
have come up with generaly to just help us shore up our controls.

In addition, in the front of your book, you will find acopy of the budget in
Senate Bill 1 pertainingto the Alcoholic Beverage Commission as recently
adopted. It’s from the conference committee report that the house adopted
day beforeyesterday and the senate adopted yesterday. Inthosedollarsis
not included the across-the-board pay raises, the four percent offered by
thelegslature. That’sinridersin Article1X of thebill, but that will gve
you abasic staffing of wherewe are. We are alittle ahead of the game,
which we said al dongthat anythingthat would come out on the plus side
isgood. Wewere ableto pick up an additiond four FTE' sin licensingto
help us get caught up with some of the backlog, as well as the additional
ports of entry personnel to cover some of those bridges.

We worked out, with Jeannen€ s help and the comptroller’s help, a
creativerider, acontingency on the ports of entry becausewedon't redly
know in terms of revenues when we staff those additiona hours and
additiona areas whether we will get enough to cover the expenses.

However much they can certify, we can spend up to that much. So, it’s not
an al or nothingtype of thing. We ve delay ed the capitd expenditures,
then, into the second year on that, so we think we' |l be ableto get the
revenues up enough to cover the additional amount that we need in the
ports of entry.

| think it would befair to say because of theincreases in the budget that
we' |l begn working right away on surcharges. Therewill be an incresse
required in the surcharges to cover the agency’ s budget, and we will begin
working with licensing staff, dongwith everyone ese, to come up with
additiona amounts that we will need to do. We will need to put that as a
rule amendment on the agendafor adoption later on in the summer. |
believeto makethat effective September 1%, we will need to do that a the
July mesting, if memory serves meright, to get that in place and effective
before September 1%, so we will beworking on that.

Under your tab number three, | haveinserted alist...actualy two sections.

Thefirst two pages are bills that you recommended changes back in our
November meeting for the legslature to consider. Of the 14 pieces of
legslation that wetook over to the capitol and asked them to consider, six
of those have passed and gone to the governor. One has actualy been
signed by the governor and will become law September 1%, and that’s
doing away with two permits. Mr. Chairman, you said early on you didn’t
think we would ever accomplish going down and | think we actually ...



MR. SHIVERS

MR. YARBROUGH:

| was dmost afraid to ask for that because last timeit started multiplying.

We actudly arereducing, even though we haven’t issued any of these, the
physician’s and medicind’s permits will go avay. The other ones will
alow usto accept credit cards and other forms of pay ment for license and
permit fees, which is very important in dedingwith e-commerce. That
will help usin that respect, as well as someriders they put in the
gppropriations bill that will cover any increases that we need to cover.
Charges, for example, for credit card expenses are autometicaly
regppropriated back to us sinceit’s just purely awash.

Workingwith TRA, we were able to change some of the percentages in
the food and beverage certificate of acohol sales from 75 percent to 50
percent. That has changed. It has been passed. Also, some other clean up
language reatingto the food and beverage certificate. Every timethat we,
asyou arewdl awarein our rules, passed arule or statute that we wanted
to apply to those people holding afood and beverage certificate, we had to
re-crestethat. We had to statethat those sections aso applied to food and
beverage certificates. That will no longer be necessary. 1t will makethe
code less wordy and less likely to be errors made.

Findly, we have gotten through the ability to waive the performance bond.
It was never collected on and that Jeannene has had to keep up with and
keep records on. By rule, theway it was findly drafted by the Legslative
Council, it saysthat we can set standards by which we can waive
performance bonds. We will be working on rule drafts shortly if the
governor signs that to alow exemption for that. It should help an awful
lot.

Senator Cain carried abill for us to extend the grace period for peopleto
filerenewds. Thisissomethingwethink will be very beneficia. As
recently as yesterday, | had someone call and said their permit had expired.
It was beyond the 10-day grace period so they haveto start gettingawhole
new origna permit. Thiswill now gve 30 days, which ought to havetwo
factors. One, it will gvethem an additiona period to get their permit
renewed but, moreimportantly, it will gve us achanceto work thosefiles
and cdl peopleto make sureif they are goingto renew, they have done so
within that grace period so wedon’t haveto start over and do new
orignals.

Thenext few pages are alist of the other bills that amend the Alcoholic
Beverage Code. Thesearebills that have dready passed or looks like they
will pass. Then, I’ve got the matrix chart that I’ ve been sendingyou each



MS MADDEN:

MR. YARBROUGH:

MS MADDEN:

MR. YARBROUGH:

week highlighted as to which bills have passed. Those are bills that will
have an impact on the Alcoholic Beverage Code. Some of these will have
no red impact on what you need to do in terms of rules. Others will and
we Il beworkingon that. 1t’s my intention, after next week and we know
what dl has gone through, that we will get staff together and we will
disseminate dl the bills that have passed. We will be making abook that
we will send to you to outline al the bills that passed and to determine
which ones will need rules that we will start working on immediately, as
well as thosethat will not require any additional effort.

Asusud, anytimethereis achange, it does require us to changeforms. It

requires us, then, to reprint things. We aretryingto do as much as we can
on that through theinternet porta to makethat available. But it still
requires us to do some printing and things of that nature, and we hope we
can have dl that doneand in place by September 1%

| assumeyou are goingto gve areport a the next meeting...

| will send you, beforethe next meeting, alist of al the bills, dongwith
thetext from thosebills....

Could you dso includein that how that impacts our budget?

Yes. That’s onethingwetry to do agood job of writing fisca notes on
bills that comeinto play. None of those fisca notes were significant
enough that they saw to add additiona contingency appropriations on.
Although, for thefirst timethat | can recdl, thereis arider in the budget
that saysif thereis afinancia impact on an agency because of legslation
and they did not gveyou additiona money, they do not expect you to
expend money from other purposes to accomplish that. 1f you can do it
within your regular work, but not do somethingthat you are budgeted for
just to accomplish anew piece of legslation. Essentidly, “We are not
goingto pass legslation and haveit fall on agencies, just like on

taxpay ers, to do somethingthat has additiona cost if we are not goingto
fundit.”

Wedon't think there's anythingthat will beterribly expensive. M ost of
thetime, it will be shift some of the priorities, as well as just some start up
costs that are dway s inevitable just because of printing and things like
that. Wetry to get our supplies, things like the Alcoholic Beverage Code,
down to as few as possible before we have alegslative session so that we
don’'t haveto print up another 1,000 copies of the code when we have
2,000 sitting in the warehouse. Wetry to manage that knowing that
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there’ s going to be change coming up.

| think that’s dl that we have unless you have questions on performances
of the divisions from this month.

M. Yarbrough, on thelegslative things y ou were just taking about,
review with me the process when we have legslative change
recommendations. Just summarizethat. How do weend up gettingabill
created and sponsored?

Only the board can make recommendations for legslative change from

state agencies because state employ ees are prohibited from lobbying for
changes. So, the commissioners, when you dl took those
recommendations and voted on those that you thought would be good
changes, pretty much clean up things in the code last November, then we
can, acting on your behaf, can go to thelegslature and make that known.
If alegslator wishes to take that and have abill filed - and thereare a
number of them that are happy to do that - then it goes through the
legslative process. We provide expert testimony .

Mr. Bright, M r. Hamilton, M s. Fox and | spend a number of hoursin
various committees. Inthe house, generdly dl bills amendingthe
Alcoholic Beverage Code go to the Licensing and Administrative
Procedures Committee. Inthe past, dl bills in the senate went to the
Business and Commerce Committee or Senator Sbley’s committee. They
keep changngthe names. This session, there was five or six different
committees in the senate that our bills went to, so we found ourselves
many times with two or three hearings scheduled in the same afternoon,
and we spread out and provided testimony only as an expert witness if
members of the legslature had a question.

Wemakeit very clear that we are not lobbyingfor that. | know that there
has been some articles in the paper aout higher education, primarily, on
the budget side doing quite abit of lobbyingof the legslature. Wetry to
walk that tight ropevery carefully as beingthereto provide information
and answer questions without takingalobbying position. We can say
these are changes that our board has recommended - “ The Texas

Alcoholic Beverage Commission officidly has taken action on,” but that is
the strongest statement that we can make other than just answering
guestions that people may have - “ If we makethis change, what will bethe
impact?’

Actudly, what you addressed was what was on my mind. Thank you very
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much.

Any questions on performance measures?

No.

No.
It appears overdl we are doing pretty well on our expenditures.

Because we had atight budget, we' ve had every one who has monthly been

very atuned tothat. Probably well over 80 percent of our entire budget is
sdaries, anyway, so wedon't have alot of discretionary expenditures.
Then, when you consider the fixed cost that we have on such things as
office space and utilities, and so forth, telephone, and routine things - we
are budgeted for gasoline for our enforcement people, for trave costs for
our compliance people - then thereisn’t alot of discretionary
expenditures. We ve been redly tryingto keep everyone on amonth-to-
month tight budget.

That’s one of thethings that the interna auditor was very pleased with
looking at our reports that we gveto dl of our department heads - the
amount of information, the detail level, so they can know wherethey stand
on thebudget. Apparently, compared to alot of other agencies, wedo a
lot more detail than most agencies. | think that’s been ableto help us keep
within the budget. We ve had some sdary savings that will cover some of
the shortfalls we' ve had in certain budget aress, and we will be having
another budget meeting later on this month to determine redlocations and
what we need to do to get ready for next year.

We have some planned expenditures that we shift to fourth quarter so we
make sure we know what revenues we will have. Some of those things
that we can do without if revenues don’t become available or unexpended
budgets that we can do. Otherwise, we can do without. We are looking a
that as we start the fourth quarter that we may have afew expenditures.
But, overdl, it’s goingto be very tight this year and we don't expect a
wholelot of budget amendments or changes except to pay for things like
gesoline. We are seeing the same thing everybody else does, the cost has
goneup. Telephone expenses, wherewe may have budgeted alittle short.

What did we do on our request to the legslature for that rider?

The gasolinerider?
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Yes.

Wedid not have that rider adopted. Denisewill talk in terms of our fiscal
stewardship and our caps in amoment, but you had asked me earlier about
the capsfor travel. Thelegslature, after much ddiberation, decided to
gve somerelief to al state agencies in terms of thetravel cap. They have
removed the cap for in-statetravel. They still do want to see some
reporting and have caps for out-of-state travel for state agencies, so that
will gve us somerdief in terms of havingto worry. It frankly has not
been aproblem for travel caps this year because our budget has been so
lean that we couldn’t even budget enough up to thecap. So, therewas no
threat to goingover thetrave cep thisyear.

Foeaking of our friends in the legslature, what did they do about the Sate
Office of Administrative Hearings and the complaints our agency had
about the charges?

We ddliberated back and forth two or three different riders and changes.
All that being said, they ended up with the samerider they’ve had in the
past with the exception they changed the base period year, which should
take us out of the problem area. The one problem we had was theyear
they were basing it on before was such alow year because we had a
tremendous turnover in attorney s and we weren't having many hearings,
wewereimmediately going over the amount they had alocated for us. We
now have 110 percent of what we have done this biennium, which should
cover us. | can’'t imagine, unless we have changes out of the ordinary, that
wewon't be ableto stay within that budget, so it shouldn’t be afisca
impact on us.

Good.

Denise, you have anythingyou want to tel us?

I’ll be happy to answer any questions you have on thefisca stewardship
reports. We have Charlie here who can address some of the caps and Gene
that can talk about office leases if you have any questions.

M s. Hudson, thank you for doingdl thiswork. | would ask you to
summarize our situation with the leases.

You can see we ve got somethat are comingup. M ost of them arefidd
offices. Thereare about eight of those, and those are going up it looks like
an average of about eight percent. We anticipate thoseto beincreasing.



MR. STEEN:

M S HUDSON:

MR. YARBROUGH:

MR. STEEN:

MR. YARBROUGH:

On this measure we have of square feet per employee, we are improving
every year onthat?

M ost of the leases that you see coming up in the next y ear, because they
have so few peoplein them, are exempt from that square footage. | don’t
believethat this timethere are any plansto add any new square footage a
these locations.

| think, Mr. Steen, thethingthat’s significant in that chart isthat in those
that we do have the limitation on square footage, we have consistently
gone down in the number of squarefootage. M oreimportantly has been, if
you look immediately abovethat, office rate per square foot has gone from
$12.14in 1996 to $14.07 asquare foot in dl of our offices without
significant increases in office renta budgets. That would just mandate that
we need to conserve as much as we can when we have any offices coming
up for lesse, to shave space and make them as accommodating as possible
within abudget. That will be somethingl think we are goingto continue
tolook a. M aybewith therecession or the slowdown in the economy -
not so much arecession - that wewon't see quite as escdating rents but
we are still goingto see quite acompetition in some of these areas of the
state to have nice office space with reasonable offices and not escaating
our rents, and we are goingto try to toethe line within our current budget
which will necessitatein many cases just seeingwhere we can makeit
fewer square feet in some places. Without asignificant increasein the
number of employees in the budget, wethink that we can do that. We
don't anticipate the need for atremendous amount of additional office
space by any needs. We areworking pretty much on astatus quo.

What about the space we arein now?

The spacewe arein now, we have extended our lease for another five
years. We have no intention of increasing the number of square footage
here. Wewere ableto renegotiate apretty good lease compared to what is
goingon in Austin, Texas this past year, even though we had to do that at
the height of the market peak. We have an escdator in that, but we think
that’s goingto betied to the economy so it may not impact us as much as
what we were even thinking a thetimewe negotiated thelease. Every
time we have gone out for bids in headquarters space, we have reduced the
square footage.

We are down to the point where this is about the last room we could do
away with and we fought to try to keep ameetingroom for the
commissioners unless you want to meet on the parkinglot or we would

10
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MS FOX:

haveto go to the capitol to find meeting space. We have consolidated an
awful lot. When we moved in here, we had thefirst two floors and part of
thethird floor. We are down to about afloor and ahalf now of the
building. So, we have consolidated quite abit in the time we ve been

here.

Thereis alarge agency or two where the commissioners and staff meet
and any audiencejust stands against thewal. | guess we can do that.

We spend alot of time as staff people standing against the wall down at
the capitol so | think the staff would be quite used to that.

Anything else?

| wanted to ask the staff, we had a couple of editoriasin the Dallas
Morning News quite recently about some of thethings that are happening
in South Dallas regarding bars, and what haveyou, that are very closeto
the schools. Just to get on therecord, I'd likefor you dl to tell us what
you aredoing about it. | believethey werereferringto the acohol-free
zones, and you al had ameeting. If you can brief the commissioners, |
think it would be very helpful.

Jeannene, | think you have been workingwith M s. Giddings’ office on
that.

Werecently went to Ddlas to atend a meeting hosted by Representative
Giddings in reference to dcohol-free zones. Thereare 13 or 14 schools in
Ddlas that have been declared acohol-free zones. Out of those, what we
reported in 1996 when this first started, there were 66 acoholic beverage
establishments within those alcohol-free zones. Basicaly, what the law
that was passed saysisthat if you have over 50 percent dcoholic beverage
sdes and you have aviolation of saeto minor, intox and some other type
of violations along that sameline, that y ou would not be ableto renew
your permit, but as longas you do not have thosety pe of violations, then
you could continue renewing even though y ou are within the acohol-free
zone.

At thistimethereare now, | believe, 37 or 38 permits that remain out of
that origna 66. There s only been one new permit added in that area
which was awine and beer off-premise permit. That was kind of donea
little bit by oversight because they changed the name of Oakland Street to
M acolm X Boulevard and we basically were unaware they changed the
name of the street, so we didn’'t know to put astop onthat. | do believe,

11
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and after looking at it, that it would probably qudify anyway because it
does meset the requirements of aconvenience store and so far their saes
have been under 50 percent acoholic beverages, so acohol-free zones
would not apply.

This meetingwas atended by city council members, school district
members, reporters - I'm sorry, I’m going blank of who dl was there -
Ddllas Police Department and many other members that were cooperating
inthose areas tryingto look at those troublesome spots within those school
Zones.

Thereis an initiative by acommunity leader in Dallas that’s kind of stirred
al of thisup. I just thought it would be good if you brief the other
commissioners because something might be comingup in your own
communities. | think your efforts areright on target.

The news articlethat you are talking about was shared with meby Mr.
Bright. | plan on visitingwith the chief of police up in Ddlas and
hopefully getting some of their faith groups and some of the neighborhood
watch groups to get together and come up with aplan to address that issue.

That would be great. Thank you.

How is an alcohol-free zone created?

That particular statute only applies to Ddlas, San Antonio and Houston -

that’s municipdities over 900,000. T he school board will ask the city
council to declare them an dcohol-free zone. The City of San Antonio has
not donethat. The City of Houston, they did it in abigfashion. They
declared every school in that school district an acohol-free zone. So they
have like 250 schools in Houston which that affects. Dalas has only
looked at those schools which are actualy in problem areas or they have
experienced alot of difficulty in the past.

If you declare an area an dcohol-free zone then what happens?

You can’'t have any acoholic beverage establishments within 1,000 fest.

For those that are dready there, they may remain. If they are over 50
percent acoholic beverage saes, then they may remain unless they have
sometype of violation which would keep us from renewing their permit.

Violation involving asadeto aminor?
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M S FOX: Generdly. Place or manner, breaches, things of that nature. Not just sale
to minor.

MR. SHIVERS I’m sure our friends in the package store business find that afairly onerous
restriction, but they can certainly understand it from the school district’s
point of view.

MS MADDEN: That’sright. Thank you.

MR. STEEN: Thank you.

MR. SHIVERS, The commission will now go into aclosed executive session to discuss
hiring an administrator and consider gpplications for the administrator’s
position pursuant to Texas Government Code, 551.074. If the audience

will please excuse us? Mr. Bright, would you remain?

MR. BRIGHT: | will, sir.

The commission convened in executive session at 2:05 p.m. and reconvened in open meeting at
4:17 p.m.

MR. SHIVERS The commission meeting of M ay 25, 2001 is now back in open session.
During executive session no votes were taken, no fina decisions were
made. The commission delegated to Lehman-M cLeskey thetask of
sdlectingthefindists for interviews for the position of administrator and
scheduling the interviews for the commission.

Any other business to come before us? M otion to adjourn?

M S MADDEN: So moved.

M R. STEEN: Second.

MR. SHIVERS We are adjourned at four nineteen. Thank you.
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